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State Plan under TitleXIX of the Social Security Act 

Massachusetts Medical Assistance Program 

Methods Used to Determine Rates of payment for Non-State-Owned psychiatrichospitalServices 
-

1. GeneralDescription of payment Methodology 

The following sections describe the methods and standards utilized by the Division of Medical 
Assistance(Division) to establish rates ofpayment by contract for servicesrenderedbyNon-
State-Owned Psychiatric Hospitals and Substance Abuse Treatment Hospitalsto patients entitled 
to medical assistance under M.G.L. c. 118E, 61 et seq The rates described herein are effective 
October 1,2000.Theserates of paymentdonotapply to Recipients who are enrolled in the 
Division’s Behavioral Health Plan. 

(1) The Division has established a comprehensive statewide inpatientper diemrate forall 
participating psychiatric hospitalscovering both routine and ancillary services providedto 
inpatients. The Divisionderived the statewide inpatientper diem rate by generatinga base 
period ratefor the period RY1996 through RY1998 (upto May 1998). The base period rate 
was inflation-adjustedto RY1998 dollars and then updated by the appropriate Medicaid acute 
inpatient update factors (SPADinflationfactors) to generate the RY2001 rate. 

(2) 	An all-inclusive AdministrativeDay PerDiem Rate(ADRate)isestablishedforpsychiatric 
hospitals for each AdministrativeDay. The AD Rate is based on the Medicaidacute inpatient 
administrative day rateand is comprised of a baseper diem payment and an ancillary add-on 
ratio. The base per diem payment is the median calendar year 2000 nursing home rate for all 
nursinghomeratecategories,asdeterminedbytheDivision of Health Care Financeand 
Policy(DHCFP).This base rateis$124.47. The ancillaryadd-on is based ontheratioof 
ancillarycharges to routinecharges,calculatedforMedicaid-onlyeligiblepatientson AD 
status, using MassHealth claimsdata for the period October1, 1997 to September 30,1998. 
This ratio is 0.3824. The resulting AD rate (base and ancillary) was then updated by inflation 
adjustments to derive the AD rate for RY2001. 

(3)	TheDivisionhasestablishedacomprehensiveinpatient per diem ratefor all participating 
substance abuse treatment hospitals covering both routineand ancillary services providedto 
inpatients. The Division derived the inpatient per diem rate by generating a base period rate 
for the period RY1997through RY1999 (up to May 1999). The base period rate was inflation­
adjusted to RY1999dollarsand then updatedbytheappropriateMedicaidacuteinpatient 
update factors (SPADinflation factors) to generate the RY2001 rate. 
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II. Definitions 

Administrative day (AD). A day of inpatient hospitalization on which a Recipient’scare needs can 
be metinaless-intensivesettingthanaPsychiatricHospital,and on whichtheRecipientis 
clinicallyreadyfordischarge,but an appropriateinstitutionalornon-institutionalsetting is not 
readily available. 

Administrative day Per Diem Rate (AD Rate). An all-inclusive daily rateof payment paid to Non-
State-owned Psychiatric Hospitals for AdministrativeDays. 

Behavioral Health Plan (BHP). A managed care program for the administration, coordination and 
delivery of mental healthand substance abuse servicesto Recipients enrolledin the BHP. 

charge The amount that is billed or charged by a hospital for each specific service within a revenue 
center. 

department of Mental Health (DMH).An agency of theCommonwealth of Massachusetts 
established underM.G.L. c. 19, $1 et seq. 

Department of (DPH).agencythePublic Health An of Commonwealth of Massachusetts 
established underM.G.L. c. 17, $1. 

diagnostic and StatisticalManual of Mental Disorders, 4th edition(DSM-IV). The manual 
compiled and publishedby the American Psychiatric Associationas a sourceof information about, 
categorization of, and diagnosticcriteria for recognized psychiatric disorders. 

Division of Health Care Finance and policy (DHCFP). An agency of the Commonwealthof 
Massachusetts, ExecutiveOffice of Health and Human Services established underM.G.L. c. 
118G. 

Division of MedicalAssistance(Division). An agency of theCommonwealth of Massachusetts 
established underM.G.L. c. 118E. 

Manual. CommonwealthMassachusetts Uniform ManualHURM The of Hospital Reporting 
promulgated by DHCFP under 114.1 CMR 4.00. 

Inpatient day Thestandardunit of measure,according to theHURMManual,toreportcare of 
patients admitted to a hospital includingthe day of admission, but not the day of discharge. If both 
occur on the same day, theday is considered aday of admission and counts as one inpatient day. 

Inpatient Per Diem Rate. An all-inclusive daily rate ofpaymentforanyand all InpatientServices 
provided to a Recipient by a Non-State-Owned Psychiatric Hospital or Substance Abuse Treatment 
Hospital. 

Medicaid program (Medicaid). The medical assistance benefit plans administered by the Division 
pursuant to M.G.L. c. 118E, $1 et seq. and 42 U.S.C. 51396 et seq. (Medicaid). 
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Non-Acute Hospital. A hospital that is defined and licensed M.G.L. c. 11 1,s. 51, with less than 
amajority of medicalsurgical,pediatric,maternityandobstetricbeds,oranypsychiatricfacility 
licensed under M.G.L. c. 19,9 29. 

-psychiatric Hospital. Any psychiatric facility licensed underM.G.L. c. 19, 9 29. 

Rate Year (RY) The fiscal year beginning October 1 and ending September30. 

Recipient. A person determined by the Division to be eligible for medical assistance under the 
Medicaid Program. 

Substance Abuse Treatment Hospital. A non-acute hospital with 85% or more of its beds licensed 
by the Massachusetts Departmentof Public Health as Alcoholism Treatment Service or Substance 
Abuse Treatment beds. The hospital must also treat a patient population of 85% or more have 
a primary diagnosisof substance use disorder as based on theDSM-IV. 

111. payment Methodology 

III.A. Non-State-OwnedpsychiatricHospitals 

(1) Determinationof Inpatient Per Diem Rate 

The Inpatientfer Diem Rate is an all-inclusive daily rate paid for any and all inpatient care and 
services provided by a non-State-Owned Psychiatric Hospitalto a Medicaid Recipient, with the 
exception of any and all Administrative Days (see Section111.8.). The Inpatientf e r  Diem Rate 
covers roomand board, routine nursing services, ancillary services, psychological testing, 
assessments, overhead, and other services, as is the customary practice among similar 
providers. 

(a)DataSources. 

(i) Base Period. The RY1998 Inpatient Per Diem Rate was calculated using 
payments and Inpatient Days reported on Medicaid Psychiatric hospital claims 
data during the period RY1996 through RY1998 (upto May 1998). These are the 
same claims data that were usedin the calculationof rates for RY1999. The 
base period was specified as Medicaid payments made during this same period, 
RY1996 through May 1998 Claims data and bed-daysfor Medicaid recipients 
enrolled in the Division's BehavioralHealth Program are not included. 

(ii)UpdateFactor.TheBasePeriodamountsareadjusted for inflationfromthe 
Base Period through RY2001 using a composite index calledthe SPAD inflation 
factor.Thisadjustmentfactorisa blend of HCFAmarketbasket andthe 
Massachusetts Consumer Price Index (CPI). The SPAD inflation factors used 
to updatethebase period are1.90%forRY1999 , 1.43%forRY2000,and 
2.00% for RY2001. 

(iii)efficiencyStandard.UndertheformerPayment On Account(PAF)payment 
system, there were no incentives for efficiency since Medicaid paid a percentage 
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of non-State-ownedPsychiatricHospitalcharges,andthesechargeswere 

deregulatedunderstatelaw. A 95percentadjustmentfactor to thebase 

statewide rate is used as an incentive for efficiency. This is the same efficiency 

adjustmentfactorthathasbeen used byMedicare in settingpaymentfor its 

managed care enrollees under the adjusted average per capita cost (AAPCC) 

payment system. 


(b) determinationof RY2001 inpatient Per diemrates The Divisioncalculatedthe 
base periodstatewide rate by takinga weighted averageof paymentsper day repotted on 
claims data for the Medicaid Psychiatric Hospital program atall hospitals participating in 
any time during the periodRY1996-05/1998.The weightswere based on the proportion 
of bed-days each hospital provided under the Medicaid Psychiatric Hospital program 
during thissame period. As an incentive for improvedefficiencythe Division took 95 
percent of the base period rate to yield the final proposed statewideper diem rate for 
RY1998. RY1998 figureswere then updated for inflation using the SPAD inflation factors 
of 1.90% for RY1999,1.43% for RY2000,and 2.00% for RY2001. 

(2) determination of Rate for Administrative day Patients 

A Non-State-owned Psychiatric Hospitalwill be paid for Administrative Days using an 
Administrative DayPer Diem Rate (AD Rate). The AD Rateis an all-inclusive dailyrate paid 
for each Administrative Day. The AD Rateisbased on the Medicaid acute inpatient hospital 
administrative day rate, andis comprised of a baseper diempayment and ancillary add-on. 
The base per diem payment is the median calendar year for all2000 nursing home rate 
nursing home rate categories, as determinedthe Divisionof Health Care Finance and 
Policy (DHCFP). This base rate is $124.47. The ancillary add-on is based on the ratioof 
ancillary chargesto routine charges, calculated for Medicaid-only eligible patients onAD 
status, using MassHealth claims data for the period October1, 1997toSeptember 30,1998. 
This ratiois 0.3824. The resultingAD rate (base and ancillary)was then updated for inflation 
using the update factors 3.16% for RY1996,2.38% for RY1997, 2.14% for RY1998, 1.90%for 
RY1999,1.43% for RY2000, and 2.00% for RY2001. The resulting AD rate for RY2001 is 
$175.51. 
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III.B Substance AbuseTreatment Hospitals 

(1) determination of inpatient Per Diem Rate 

The inpatient per diem rate is an all-inclusive daily rate paidfor any and all inpatient care 
andservicesprovidedbyasubstanceabusetreatmenthospital to eligibleMedicaid 
recipients. The per diem rate covers all treatment components such as mom and board, 
routine nursing and physician services. medications,initial substance abuse and psychiatric 
assessments,individual, familyandgroupinpatienttherapyservices,radiology,ancillary 
services, overhead, andotherservices as isthecustomarypracticeamongsimilar 
providers. The inpatientper diem rate wascalculatedas follows: 

(a) Data sources 
(i) 	 Base Period, The base period per diem rate was calculated using payments and 

inpatient days reported on Medicaid substance abuse treatment hospital claims 
data duringthe period RY1997 through May 1999, Claims data and bed-days for 
Medicaid recipients enrolledinthe Division's BHP are not includedin these 
calculations. 

(ii) update Factors, The inflation update factor usedto convert all monetary figures 
to RY1999 dollars, andto update RY1999 rates for future rateyears, is the same 
factor used in the Medicaid Acute Inpatient Hospital Program, the Psychiatric 
Inpatient Hospital Program pursuantto Section III.A (1)(a) (ii).This SPAD 
inflation factoris a regional update factor specifically calculatedto reflect changes 
in the hospital industry in Massachusetts. This inflation estimateis calculated by 
the Divisionof Health Care Finance and Policy andis basedon a blend of the 
HCFA PPS Hospital Market Basket and the Massachusetts Specific Consumer 
Price Index. The SPAD inflation factors usedto update the base period are 
2.14% for RY1998, 1.90%for RY1999, 1.43%for RY2000 and 2.00% for 
RY2001. 

(b) determination of RY2001 inpatient Per Diem rate The Division calculated the 
inpatient per diem rate by taking an average of payments per day reported on claims 
data for the baseperiod RY1997 through May 1999.All monetary figures were updated 
for inflation using the SPAD inflation factors of 2.14% for RY1998, 1.90% for RY1999, 
1.43% for RY2000, and 2.00% for RY2001. The resulting inpatient per diem rate for 
RY2001 is $501.24. 

TN: 00-015 
SUPERSEDES: 99-014 

OFFICIAL 



for  

Page 6 of 9 

IV. Determination of federallyMandatedDisproportionate Share adjustments 

The Medicaid program will assist hospitalsthat carry a disproportionatefinancial burden of caring 
for the uninsured and low income persons of the Commonwealth. In accordance with Title XIX 
rules and requirements, Medicaid will make an additional payment adjustmentto hospitals which 
qualify for such an adjustment.Eligibilityrequirements foreachtype of disproportionateshare 
adjustment and the methodology for calculating these adjustments are described in Sections V 
and VI below. 

(1) 	 To qualify for any type of disproportionate share payment adjustment, a hospital must have 
a Medicaid inpatientutilizationrate(calculatedbydividingMedicaid patient daysby total 
patient days) of not less than 1%. 

(2) 	 The total of alldisproportionate share paymentsawarded to a particular hospitalunder 
Section V below shall not exceed the costs incurred during the yearof furnishing hospital 
services to individuals who either are eligible for Medicaid or have no health insurance or 
source of third party coverage, less payments by Medicaid and by uninsured patients. 

v. Federally DisproportionateMandated Share adjustments 

(1) 	 DataSources. The Divisionshalldetermineforeach fiscal year a federallymandated 
Medicaiddisproportionateshareadjustmentfor all eligiblehospitals, using thedataand 
methodologydescribedbelow. The prior yearDHCFP-403reportisused to determine 
Medicaiddays, total days, Medicaid inpatientnetrevenues,totalinpatientnetrevenues, 
total inpatient charges and freecare charge-offs. If said DHCFP-403 report isnot available, 
the Division shall use the most recent available prior year DHCFP-403 report to estimate 
these variables. 

(2) 	 Determination of eligibility Under the MedicaidUtilizationMethod. The Divisionshall 
calculateathresholdMedicaidinpatientutilization rate to be used as astandardfor 
determining the eligibility of all Non-acute Hospitalsthe mandatedfederally 
disproportionate share adjustment. The Division shall determine such thresholdas follows: 

(a) 	 First,calculatethestatewideweightedaverageMedicaidinpatientutilizationrateby 
dividing the sumof Medicaid daysfor all Non-acute Hospitalsin the state by the sumof 
total inpatient days forall Non-acute Hospitals in the state. 

(b) 	 Second, calculate thestatewideweightedstandarddeviationforMedicaidinpatient 
utilization statistics. 

(c) 	 Third, addthestatewide weightedstandarddeviationfor Medicaidinpatientutilization 
to the statewide weighted average Medicaid inpatient utilization rate.The sum of these 
two numbersis the thresholdMedicaid inpatient utilization rate. 

(d) 	 TheDivision shall then calculate eachhospital'sMedicaidinpatientutilizationrate by 
dividingeachhospital's Medicaid inpatient daysbyitstotalinpatientdays. If this 
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hospital-specificMedicaidinpatientutilizationrateequals or exceedsthethreshold 
Medicaidinpatientutilizationrate calculated pursuant to Section V (2)(c),thenthe 

for federally-mandated disproportionatehospital is eligiblethe Medicaid share 
adjustment under the Medicaid utilization method. 

(3) 	 Determinationof eligibility Under the Low-Income Utilization Rate Method. 
The Division shall then calculateeachhospital'slow-incomeutilizationrate.TheDivision 
shall make such determinationas follows: 

(a) First, calculate the Medicaid and subsidy shareof net revenues by dividing the sumof 
Medicaid net revenues and state and local government subsidies by the sum of total 
net revenues and state and local government subsidies. 

(b) Second, calculate the free care percentage of total inpatient charges by dividing the 
inpatient shareof audited freecare charge-offs by total inpatient charges. 

(c) 	Third,computethelow-incomeutilizationrate by addingtheMedicaidandsubsidy 
share ofnet revenuescalculatedpursuant to Section V (3)(a) to thefreecare 
percentage of totalinpatientchargescalculatedpursuant to Section V (3)(b). Ifthe 

utilizationexceeds 25%, the eligibleislow-income rate hospital for the 
federally-mandated Medicaid disproportionate share adjustment under the low-income 
utilization rate method. 

(4) 	 Determination of payment The paymentunder the federallymandateddisproportionate 
share adjustmentis calculated as follows: 

Foreachhospitaldeterminedeligibleforthefederallymandateddisproportionate 

share adjustment under the Medicaid utilization method established in Section V (2), 

the Division shall divide the hospital's Medicaid utilization rate calculated pursuant to 

Section V (2)(d) by thethresholdMedicaidutilizationratecalculatedpursuant to 

Section V (2)(c).Theratioresulting from suchdivisionisthefederallymandated 

disproportionate share ratio. 


Foreachhospitaldeterminedeligibleforthefederallymandateddisproportionate 

share adjustment under the low-income utilization rate method, but not found to be 

eligible for the federally mandated Medicaid disproportionate share adjustment under 

the Medicaidutilizationmethod,theDivisionshallsetthehospital'sfederally 

mandated disproportionate share ratio equal
to one. 

The Division shall then determine, for the group of all eligible hospitals, the sum of 
federallymandateddisproportionateshareratioscalculatedpursuant to Section V 
(4)(a) and SectionV (4)(b). 

The Division shall then calculate a minimum payment under the federally mandated 
disproportionate share adjustmentby dividing the amountof funds allocated pursuant 
to Section V (5) for payments under the federally mandated disproportionate share 
adjustment bythesumof thefederallymandateddisproportionateshareratios 
calculated pursuant to SectionV (4)(c). 
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(e) 	 The Division shall then multiply the minimum payment under the federally mandated 
MedicaiddisproportionateshareadjustmentbythefederallymandatedMedicaid 
disproportionate share ratio established for each hospital pursuantto Section V (4)(a) 
and (b).Subject to the limits herein, the productof such multiplication is the payment 
under the federally mandated disproportionate share adjustment. 

(5) 	 Allocation of Funds. The total amount of funds allocated for payment to Non-acuteHospitals 
under the federally mandated Medicaid disproportionate share adjustment requirement is 
onehundred fifty thousand dollarsannually. These amountsispaid by the Division of 
Medical Assistance, and distributed among the eligible hospitalsas determined pursuantto 
Section V (4)(e). 

VI. ExtraordinaryDisproportionateShareAdjustmentfor psychiatricHospitals. 

The Division shall determine an extraordinary disproportionate share adjustment for all eligible 
Psychiatric Hospitals, using the data and methodology describedin Section VI. 

(1) DataSources. 

The Division shall use the DHCFP-403 report for the fiscal year two years prior to the 
fiscal year of the calculation of the disproportionate share adjustment to determine the 
cost, free care, charge, patientday, and net revenue amounts. If said DHCFP-403 report 
isnotavailable,theDivisionshallusethe most recentavailablepreviousDHCFP-403 
report to estimate these variables. If the specified datasourceisunavailable,thenthe 
Division shall determine and use the best alternative data source. 

(2) Determinationof eligibility 

forextraordinary share(a) 	 In order to be eligiblethe disproportionate payment 
adjustment, a Psychiatric Hospital must: 

1. specialize in providing psychiatric/psychologicalcare and treatment; 
2. providespecialfor active treatment such as treatment of 

developmental disabilities, and the elderly; 
3. accept all patients without regard to their ability to pay; 
4. consist partly or wholly of locked wards; 
5.  meet requirements for the receiptof federal matchingfunds; 
6. meet the low-income standard as setforth in Section VI (2)(b); and 
7. meet the unreimbursedcost standard as set forth in SectionVI (2)(c). 

(b) Low-incomestandard. 

deafness, 

1. 	 ForeachPsychiatricHospital,the Division shall calculatethehospital-specific 
low-income utilization rateas follows: 

a. 	 The Divisionshalldivideeachhospital'snetMedicaidrevenuebyitstotal 
gross patient service revenue. 
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